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SUBJECT: MALAYSIAN ECONOMY: PERFORMANCE IN 1976 AND OUTLOOK FOR 
1977 

REF: 76 KUALA LUMPUR 6383 

1 . SUMMARY: EXPORT DEMAND CAUSED MALAYSIAN ECONOMY TO 
REBOUND STRONGLY IN 1976 WITH REAL GNP INCREASE OF 1 1.3 
PERCENT AND INFLATION OF 2.6 PERCNET. RECORD TRADE 
SURPLUS RESULTED IN INTERNATIONAL RESERVES INCREASING 
US$956 MILLION TO LEVEL SUFFICIENT TO FINANCE 7 AND THREE- 
FOURTHS MONTHS OF RETAINED IMPORTS. CURRENT PRICES PER 
CAPITA GNP INCREASED 20.5 PERCENT TO US$891. SOFT SOPT 

WAS 4 PERCENT INCREASE IN REAL PRIVATE FIXED INVESTMENT. 

FOR 1977, REAL GNP PROJECTED INCREASE 9 PERCENT WITH 
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INFLATION BETWEEN 4-5 PERCENT. RETURN OF BUSINESS 
CONFIEDEN CE REMAINS TO BE DEMONSTRATED. END SUMMARY. 

2. CENTRAL BANK ANNUAL REPORT. USING LATEST PRELIMINARY 
FIGURES. SHOWS EVEN STRONGER REBOUND OF MALAYSIAN ECONOMY 
DURING 1976 THAN EARLIER MINISTRY FINANCE ESTIMATES 
REPORTED REFTEL. REAL GNP INCREASED 1 1.3 PERCENT, 
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INFLATION 2.6 PERCENT, REAL GDP INCREASED 12.0 PERCENT. 

SECTORS: AGRICULTURE, FORESTRY AND FISHING 16 PERCENT 
INCREASE (MOSTLY RUBBER AND TIMBER), MINING 31 PERCENT 
INCREASE (MOSTLY PEETROLEUM), MANUFACTURING 18 PERCENT 
INCREASE ( MOSTLY WOOD, TEXTILE AND ELECTRONICS), CONSTRUCTION 
7 PERCENT INCREASE, SERVICES 8 PERCENT INCREASE. EMPLOYMENT 
INCREASED 3.5 PERCENT TO 4.1 MILLION. UNEMPLOYMENT DECLINED 
MARGINALLY TO 6.8 PERCENT. GROSS EXPORTS INCREASED 45.5 
PERCENT (REFLECTING 23 PERCENT INCREASE IN PRICES AND 13.3 
PERCENT INCREASE IN VOLUME) TO REACH NEW PEAK OF M$13.4 
BILLION. GROSS IMPORTS INCREASED 16.6 PERCENT (REFLECTING 
2.5 PERCENT INCREASE IN PRICES AND 13.7 PERCENT INCREASE IN 
VOLUME) TO REACH M$10.0 BILLION. PER CAPITA GNP IN 
CURRENT PRICES INCREASED 20.5 PERCENT TO M$2,184 OR US$891. 

3. BALANCE OF PAYMENTS. MERCHANDISE ACCOUNT (NET BASIS) 

SURPLUS M$3,715 MILLION; SERVICES DEFICIT M$l,835; TRANSFERS 
M$145 MILLION DEFICIT; CURRENT ACCOUNT SURPLUS M$l,735; 

CAPITAL ACCOUNT (NET) M$933 MILLION SUPRLUS; BASIC BALANCE 
M$2,668 MILLION SURPLUS. NET PRIVATE FINANCIAL CAPITAL 
M$175 MILLION DEFICIT AND NET ERRORS AND OMISSIONS OF 
M$439 MILLION DEFICIT RESULTS IN OVERALL BALANCE OF 
PAYMENTS SURPLUS OF M$2,054. INCLUSION OF IMF RESOURCES 

OF M$265 MILLION RESULTS IN INCREASE IN INTERNATIONAL 
RESERVES OF M$2,319 MILLION OR ABOUT US$946 MILLION. 

NET CENTRAL BANK INTERNATIONAL RESERVES REACHED M$6,249 
AT END 1976, SUFFICIENT TO FINANCE 7 AND THREE-FOURTHS 
MONTHS OF RETAINED IMPORTS AT CURRENT LEVEL. 
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4. OUTLOOK FOR 1977. REAL INCREASE GNP PROJECTED TO BE 

9 PERCENT. INFLATION BETWEEN 4-5 PERCNET. SLOWER RATE OF 
GROWTH OF FOREIGN DEMAND EXPECTED RESULT IN EXPORTS 
INCREASING 13 PERCENT. PICK-UP IN DOMESTIC EXPENDITURE 
AND STOCK BUILDUP EXPECTED RESULT IN IMPORTS 
INCREASING 30 PERCENT. SMALL SURULUS ANTICIPATED ON 
MERCHANDISE ACCOUNT AND ON CURRENT ACCOUNT, PLUS NET INFLOWS 
FROM OFFICIAL BORROWINGS AND CORPORATE INVESTMENT EXPECTED 
MAINTAIN TRADITIONAL BALANCE OF PAYMENTS STRENGTH. 

5. COMMENT: NOTABLE SOFT SPOT IN 1976 PERFORMANCE 

WAS 4 PERCENT PRIVATE SECTOR INVESTMENT AGAINST 10 PERCENT 
PROJECTED. THIS ATTRIBUTABLE IN PART, OF COURSE, TO 
FLATNESS IN RECOVERY OF WORLD ECONOMY. CENTRAL BANK 
SURVEY SHOWS 16 PERCENT OF MANUFACTURING INDUSTRIES 
OPERATING AT BETWEEN 91 AND 100 PERCENT OF CAPACITY IN 
DECEMBER 1976 AND 32 PERCENT IN DECEMBER 1977. BY END 
1977, CAPACITY UTILIZATION BETWEEN 71 AND QPP 
PERCENT EXPECTED TO BE REACHED BY 85 PERCENT OF FIRMS. 
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SOFT PRIVATE SECTOR INVESTMENT ALSO RELATED TO UNSATISFACTORY 
INVESTMENT CLIMATE WHICH GOM ATTEMPTING TO ADDRESS WITH AS 
YET MIXED RESULTS. 

UNDERHILL 
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